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THE RELATIONSHIP BETWEEN 
REAL ESTATE ACTIVITY AND PRICE 


short time ago one of our eastern subscribers wrote me as follows: 
A “On page 24 of your pamphlet ‘Real Estate in 1961,’ you say: ‘While I 

consider improved urban real estate to be less inflated than other types 
of investments, we are still faced with the fact that the long-term cycle chart 
on real estate activity computed by our company would indicate that if the fu- 
ture is to follow even ina rough fashion the patterns of the past, some addi- 
tional readjustment is still ahead of us.’ 


“This seems to assume that the volume of real estate activity andthe move- 
ment of real estate prices will parallel one another or, to put it another way, 
that real estate activity will be reflected in real estate prices. 


“In prior cycles this assumption may have been well founded. It seemed to 
have been true, for instance, in the boom period of the 1920’s and in the de- 
pression of the 1930’s. 


“However, from 1945 to the present, with a few minor interruptions, there 
has been an almost steady diminution of realestate activity, but at the same time 
prices have moved upward at what seems to have been an unprecedented rate. ” 


This letter raises a very interesting question. What relationship is there 
between the cycles of real estate activity and the prices for which real estate 
sells? 


The chart on page 83 of this report attempts to clarify this problem. On 
this chart the blue line shows the fluctuations in real estate activity from 1913 
to the present. The solid red line shows the fluctuations in the selling price 
of an average residence on a suitable lot over the same period. This selling 
price includes depreciation, and therefore represents the price of a building 
which is constantly getting older. The broken red line on this chart shows the 
selling price of this existing house expressed in dollars of constant purchasing 
power. 


Since real estate activity is based on the number of voluntary transfers of 
real estate in relationship to the number of families, it is influenced primarily 
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by the fluctuations in the sale of residences, as in the average city the trans- 
fers of residential properties are so large in number in relatiorship to the 
transfers of commercial and industrial properties that they dominaie the fig- 
ures. This makes the comparison of the fluctuations in price of a single-fam- 
ily residence to the fluctuations in activity a valid comvarison. 


Some relationsh an be seen between the three lines on this chart. Un- 
doubtedly the increa in real estate activity in the 1920’s was accompanied by 
a rapid increase in the selling prices of existing properties. The very low 
activity of the 193( and the early 1940’s was accompanied by a drop in sell- 
ing price from the boom of the 1920’s. The increase in real estate activity in 
the 1940’s was accompanied by a rapid increase in selling price. Activity 
reached its peak in 1946, and from that time to the present, with minor fluc- 
tuations, the trend of activity has been down, but from 1946 on the trend of 
selling price, with n r variations, has been up. 

The broken red line would indicate that the peak in selling price in dollars 
of constant value also occurred in 1946. Records in our files would indicate 
that on the average in 1946 an existing residence 30 years old would sell for 
approximately its replacement cost new. The intensity of the housing short- 
age at that time (new construction had not yet started in any volume) made the 
average buyer willing to completely ignore depreciation and obsolescence in 
the amount he was willing to pay for housing. From 1946 to the present time 
the price of a typical residential property in constant dollars has shown only 


minor fluctuations 


One very important factor should be kept in mind in studying this chart, and 
that is that new construction started much more rapidly in the 1920’s than it 


did in the 1940’s. During the early part of the 1940’s there was an embargo on 
new building because of the war effort; there were norestrictions on new 
building during the 1920’s. All during the 1920’s transfers represented not 
only existing buildings but new buildings. This was not true in the 1940’s and 
1950’s. In the 194 ind at the peak culminating in 1946, practically all ac- 
tivity was in the sale and resale of existing residential properties. 

The peculiar peak in 1929 in the line showing selling price in constant 
dollars is rather difficult to explain. Ibelieve it may be due to the fact that 
most transfers which occurred at that time were trades rather than cash sales, 
and that there was a great deal of trading $25,000 cats for $25,000 dogs. With 
real estate activity dropping as rapidly as it did, many people were unwilling to 
face the fact that their property could not be sold in a reasonable period for the 
price they wanted, and many of them fooled themselves by trading properties 
at inflated prices for other properties equally inflated. 

Since 1956 there has been a slight downward trend in the stable dollar price 
of single-family residences, and I do not look for this trend to be reversed un- 
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til either real estate activity increases rapidly or further inflation policies of 
the Federal Government increase replacement cost new. 


A careful study of the chart on page 83 has convinced me of this: insofar 
as residential property goes, when real estate activity hits its peak at the top 
of a boom, the safest profit has been made, and the investor would be wise to 
swing to some other type of equity. For instance, this chart would indicate 
that the peak was reached in real estate activity in the early part of 1946. By 
1947 it should have been apparent that the peak was past. Had an investor sold 
at that time he would have made a very fine profit on his real estate. Had he 
switched over to common stocks at that time, he would have found that the fol- 
lowing was true. Real estate would have continued to advance in price in ac- 
tual dollars until today it would sell for one-third more than it would have in 
1947. His stocks, however, would sell for 34 times what they sold for at that 
time. 


Testing this idea by the boom of the 1920’s, real estate activity hit its peak 
in 1924, ignoring the false peak of 1920. You will notice that the long activity 
cycle as charted by ympany in percentages above or below a long-term 
computed normal shows this peak to be higher than the peak reached in 1920, 
although actually the number of transfers in relationship to families in 1920 is 
slightly higher. From 19240n, real estate values increased by 64 percent to 
the peak of 1929. On the other hand, the average of common stocks increased 
in value during this me period by 3.2 times. 


Hindsight is always better than foresight, but one advantage of hindsight is 
to establish reactions and typical patterns which might repeat again. 


Had a person stayed in common stocks past the fall of 1929, the picture 
would have been quite different, and it may be that if the person stays in com- 
mon stocks much longer, we may have a somewhat similar repetition in the fu- 
ture. 


I wish that it were | sible to make similar studies to the one shown here 
on cOmmercial and industrial properties, but so far we have not been able to 
assemble enough of the basic material to test some of these relationships. We 
hope to be able to do this in the future. 








